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OATH OR AFFIRMATION

Jon Christiansen swear or affirm that to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Dillon-Gage Securities Incorporated as of

December 31 20 12 are true and correct further swear or affirm that neither the company

nor any partner proprietor principal officer or director has any proprietary interest in any account classified solely as that of

customer except as follows

NONE

This report contains check all applicable boxes

Facing page

Statement of Financial Condition

Statement of Income Loss
Statement of Cash Flows

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-1 and

the Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods

of consolidation

An Oath or Affirmation

EJ copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date of the

previous audit

For conditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e

The Company is exempt from the filing of the SIPC Supplemental Report as net operating revenues are less than

$500000

ieDft A1L UUCuo
Notary Public
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PHILUP GEoRGE PLLC
CERTIFIED PuBLIC ACCOUNTANT

INDEPENDENT AUDITORS REPORT

Board of Directors

Dillon-Gage Securities Incorporated

Report on the Financial Statements

We have audited the accompanying statement of financial condition of Dillon-Gage Securities

Incorporated the Company as of December 31 2012 and the related statements of income

changes in stockholders deficit changes in liabilities subordinated to the claims of general

creditors and cash flows for the year then ended that are filed pursuant to Rule 7a-5 under the

Securities Exchange Act of 1934 and the related notes to the financial statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements

in accordance with accounting principles generally accepted in the United States of America this

includes the design implementation and maintenance of internal control relevant to the

preparation and fair presentation of financial statements that are free from material misstatement

whether due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit We

conducted our audit in accordance with auditing standards generally accepted in the United

States of America Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statemeifls are free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and

disclosures in the financial statements The procedures selected depend on the auditors

judgment including the assessment of the risks of material misstatement of the financial

statements whether due to fraud or error In making those risk assessments the auditor considers

internal control relevant to the Companys preparation and fair presentation of the financial

statements in order to design audit procedures that are appropriate in the circumstances but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we express no such opinion An audit also includes evaluating the appropriateness

of accounting policies used and the reasonableness of significant accounting estimates made by

management as well as evaluating the overall presentation of the financial statements

We believe that the audit evidence we have obtained is sufficient and appropriate to provide

basis for our audit opinion

1842 FM 1566 \V Celeste TX 75423 214 35-.515O Fax 214 358-0222 phil@pvgeorge.com



Opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Dillon-Gage Securities Incorporated as of December 31 2012 and the

results of its operations and its cash flows for the year then ended in accordance with accounting

principles generally accepted in the United States of America

Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as

whole The information contained in Schedule is presented for purposes of additional analysis

and is not required part of the financial statements but is supplementary information required

by Rule 17a-5 under the Securities Exchange Act of 1934 Such information is the responsibility

of management and was derived from and relates directly to the underlying accounting and other

records used to prepare the financial statements The information in Schedule has been

subjected to the auditing procedures applied in the audit of the financial statements and certain

additional procedures including comparing and reconciling such information directly to the

underlying accounting and other records used to prepare the financial statements or to the

financial statements themselves and other additional procedures in accordance with auditing

standards generally accepted in the United States of America In our opinion the information in

Schedule is fairly stated in all material respects in relation to the financial statements as

whole

c4i IMP
PHILLIP GEORGE PLLC

Celeste Texas

February 22 2013



DILLON-GAGE SECURITIES INCORPORATED

Statement of Financial Condition

December 31 2012

ASSETS

Cash 70946

Receivable from clearing broker/dealer 406

Receivable from related party 6127

Clearing deposit 6000

Prepaid expenses 100

TOTAL ASSETS 83579

LIABILITIES AND STOCKHOLDERS DEFICIT

Liabilities

Interest payable 1308

Subordinated notes payable 140000

TOTAL LIABILITIES 141308

Stockholders Deficit

Common stock 1000000 shares

authorized $.03 par value

240001 shares issued and outstanding 7200

Additional paid-in capital 73300

Accumulated deficit 138229

TOTAL STOCKHOLDERS DEFICIT 57729

TOTAL LIABILITIES AND STOCKHOLDERS DEFICIT 83579

See notes to financial statements



DILLON-GAGE SECURITIES INCORPORATED

Statement of Income

Year Ended December 31 2012

Revenue

Insurance commissions 361252

Securities commissions 25263

Other revenue 100783

TOTAL REVENUE 487298

Expenses

Compensation and related costs 214713

Promotion 184806

Management fees paid to related
party 50700

Occupancy and equipment 31800

Interest to related party 15442

Regulatory fees and expenses 4776

Communications 319

Clearing charges 1428

Other expenses 24162

TOTAL EXPENSES 528146

Loss before provision for income taxes 40848

Current tax benefit federal 6127

NET LOSS 34721

See notes to financial statements



DILLON-GAGE SECURITIES INCORPORATED

Statement of Changes in Stockholders Deficit

Year Ended December 31 2012

Additional

Common Common Paid-in Accumulated

Shares Stock Capital Deficit Total

Balances at

December3l2011 240001 7200 73300 103508 23008

Net loss 34721 34721

Balances at

December3l2012 240001 7200 73300 138229 57729

See notes to financial statements



DILLON-GAGE SECURITIES INCORPORATED

Statement of Changes in Liabilities Subordinated

to Claims of General Creditors

Year Ended December 31 2012

Balance at December 31 2011 140000

Increases

Decreases

Balance at December 31 2012 140000

See notes to financial statements



DILLON-GAGE SECURITIES INCORPORATED

Statement of Cash Flows

Year Ended December 31 2012

Cash flows from operating activities

Net loss 34721

Adjustments to reconcile net loss to net cash

used in by operating activities

Change in assets and liabilities

Increase in receivable from clearing broker/dealer 397
Increase in receivable from related party 2415
Decrease in commissions payable 56782
Increase in interest payable 1308

Net cash used in operating activities 93007

Net decrease in cash 93007
Cash at beginning of year 163953

Cash at end of year 70946

Supplemental disclosures of cash flow information

Cash paid during the year for

Interest 14134

Income taxes- federal

Income taxes state

See notes to financial statements



DILLON-GAGE SECURITIES INCORPORATED
Notes to Financial Statements

December 31 2012

Note Nature of Business and Summary of SiEnificant Accountin2 Policies

Nature of Business

Dillon-Gage Securities Incorporated dba Dillon-Gage Securities Inc the

Company was organized in November 1981 as Texas corporation and is

subsidiary of D-G Holding Inc Parent The Company is broker/dealer in

securities registered with the Securities and Exchange Commission and is member

of the Financial Industry Regulatory Authority FINRA In 2012 the Companys

primary source of revenue was from insurance commissions from the sale of fixed

annuity products Substantially all of the Companys revenue stream for insurance

commissions was transitioned to related party during 2012 The Companys
customers are individuals with medium to high net worth located primarily in the

state of Texas

The Company operates pursuant to section k2ii exemptive provisions of Rule

5c3-3 of the Securities Exchange Act of 1934 and accordingly is exempt from the

remaining provisions of that Rule The Company does not hold customer funds or

securities but as an introducing broker or dealer will clear all general securities

transactions on behalf of customers on fully disclosed basis through clearing

broker/dealer The clearing broker/dealer carries all of the accounts of the general

securities customers and maintains and preserves all related books and records as are

customarily kept by clearing broker/dealer Under these exemptive provisions the

Computation for Determination of Reserve Requirements and Information Relating

to the Possession and Control Requirements are not required

Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with U.S generally accepted

accounting principles requires management to make estimates and assumptions that

affect the reported amounts of the assets and liabilities and disclosure of contingent

assets and liabilities at the date of the financial statements and the reported amounts

of revenues and expenses during the reporting period Actual results could differ

from those estimates

Fair Value of Financial Instruments

The Companys financial asset and liability amounts reported in the statement of

financial condition are short-term in nature and approximate fair value

Insurance Commissions

Insurance commissions are recorded when the policies are funded by the customer

and upon subsequent renewals



DILLON-GAGE SECURITIES INCORPORATED
Notes to Financial Statements

December 31 2012

Note Nature of Business and Summary of Significant Accounting Policies continued

Securities Transactions

Securities transactions and the related commission revenue and expenses are

recorded on trade date basis

Advertising Costs

The Company expenses advertising production costs as they are incurred and

advertising communication costs the first time the advertising takes place

Income Taxes

The Company is included in the consolidated federal income tax return of its Parent

Income taxes are recorded using the separate company method to comply with

financial reporting rules Any resulting provision or benefit for income taxes realized

is recorded as receivable from or payable to the appropriate party within the

consolidated group

The Company is also subject to state income taxes

As of December 31 2012 open Federal tax years subject to examination include the

tax years ended December 31 2009 through December 31 2011

Note Transactions with Clearina Broker/Dealer

The agreement with the clearing broker/dealer provides for clearing charges at

fixed rate multiplied by the number of tickets traded by the Company The

agreement also requires the Company to maintain minimum of $6000 as deposit

in an account with the clearing broker/dealer

Note Net Capital Requirements

The Company is subject to the SEC Uniform Net Capital Rule SEC Rule 5c3-1

which requires the maintenance of minimum net capital and requires that the ratio of

aggregate indebtedness to net capital both as defined shall not exceed 15 to Rule

15c3-l also provides that equity capital may not be withdrawn or cash dividends paid

if the resulting net capital ratio would exceed 10 to At December 31 2012 the

Company had net capital of $76044 which was $71044 in excess of its net capital

requirement of $5000 The Companys net capital ratio is 0.02 to



DILLON-GAGE SECURITIES INCORPORATED
Notes to Financial Statements

December 31 2012

Note Subordinated Notes Payable

The Company has three subordinated notes payable due to DO minority

shareholder and related party consisting of the following

Subordinated unsecured note payable with principal

due at maturity on July 2014 The note accrues

interest at 9.5% per annum payable monthly 35000

Subordinated unsecured note payable with principal

due at maturity on June 30 2016 The note accrues

interest at 8.5% per annum payable monthly 30000

Subordinated unsecured note payable with principal

due at maturity on December 31 2016 The note

accrues interest at 10% per annum payable monthly 75.000

140.000

Maturities of the subordinated notes payable for each of the years ending

December 31 are as follows however each note may be restricted as to repayment

subject to regulatory approval

2014 35000
2016 105.000

140.000

Interest expense incurred during the year on these related party subordinated notes

payable totaled $15442 of which $1308 was payable at December 31 2012

Note Related Party Transactions

The Company and two other subsidiaries of the Parent Dillon Gage Incorporated of

Dallas DOD and Dillon Gage Incorporated DO are under common control and

the existence of that control creates financial position and operating results

significantly different than if the companies were autonomous

The Company has three subordinated notes payable due to DO totaling $140000

See Note

The Company reimburses DOD for expenses incurred on behalf of the Company

Amounts reimbursed to DOD for the year ended December 31 2012 totaled

$283434 or approximately 54% of the Companys total expenses

10



DILLON-GAGE SECURITIES INCORPORATED
Notes to Financial Statements

December 31 2012

Note Related Party Transactions continued

The Company has an income tax benefit federal of $6127 related to the Parents

utilization of its tax loss and income taxes receivable from related party
of $6127

for this income tax benefit See Note

The Company leases office facilities from DGD on month-to-month basis Rent

paid to DGD for the year ended December 31 2012 totaled $24000 which is

included in occupancy and equipment cost in the accompanying statement of income

The Company is participating employer in 401k plan offered by DGD For the

year ended December 31 2012 Company profit sharing contributions totaled $480

These profit sharing contributions are recorded as compensation and related costs in

the accompanying statement of income

Note Income Taies

The Company incurred tax loss for 2012 The Parent filing federal consolidated

return with the Company will utilize the Companys tax loss to reduce its federal

income tax liability The Company has an income tax benefit federal of $6127

related to the Parents utilization of its tax loss and income taxes receivable from

related party of $6127 for this income tax benefit

Note Off-Balance-Sheet Risk

Off-balance-sheet risk exists with respect to insurance commissions earned by the

Company due to the possibility that customers may cancel policies issued within

certain predetermined time limits wherein all or portion of the commissions earned

by the Company would be refundable

As discussed in Note the Companys customers securities transactions are

introduced on fully disclosed basis with its clearing broker/dealer The clearing

broker/dealer carries all of the accounts of the customers of the Company and is

responsible for execution collection and payment of funds and receipt and delivery

of securities relative to customer transactions Off-balance-sheet risk exists with

respect to these transactions due to the possibility that customers may be unable to

fulfill their contractual commitments wherein the clearing broker/dealer may charge

any losses it incurs to the Company The Company seeks to minimize this risk

through procedures designed to monitor the credit worthiness of its customers and

that customer transactions are executed properly by the clearing broker/dealer

Note Concentration of Revenue

One of the Companys registered representatives generated approximately 77% of

the Companys revenue for the year ended December 31 2012

11



DILLON-GAGE SECURITIES INCORPORATED
Notes to Financial Statements

December 31 2012

Note Contin2encies

There are currently no asserted claims or legal proceedings against the Company

however the nature of the Companys business subjects it to various claims

regulatory examinations and other proceedings in the ordinary course of business

The ultimate outcome of any such action against the Company could have an adverse

impact on the financial condition results of operations or cash flows of the

Company

Note 10 Subseauent Events

Management has evaluated the Companys events and transactions that occurred

subsequent to December 31 2012 through February 22 2013 the date which the

financial statements were available to be issued

There were no events or transactions that occurred during this period that materially

impacted the amounts or disclosures in the Companys financial statements

12



Schedule

DILLON-GAGE SECURITIES INCORPORATED

Supplementary Information

Pursuant to Rule 17a-5

December 312012

Computation of Net Capital

Total stockholders deficit qualified for net capital 57729

Add

Liabilities subordinated to claims of general creditors allowable in

computation of net capital
140000

Total capital and allowable subordinated liabilities 82271

Deductions and/or charges

Non-allowable assets

Receivable from related party 6127

Prepaid expenses
100

Total deductions and/or charges 6227

Net Capital 76044

Aggregate indebtedness

Interest payable 1308

Total aggregate indebtedness 1308

Computation of basic net capital requirement

Minimum net capital required greater of $5000 or 2/3% of aggregate

indebtedness 5000

Net capital in excess of minimum requirement 71044

Ratio of aggregate indebtedness to net capital
.02 to

Reconciliation of Computation of Net Capital

The above computation does not differ from the computation of net capital
under Rule 5c3- as

of December 31 2012 as tiled by Dillon-Gage Securities Incorporated on Form X-1 7A-5

Accordingly no reconciliation is deemed necessary

Statement Regarding Reserve Requirements and Possession or Control Requirements

The Company operates pursuant to section kX2Xii exemptive provisions of Rule 5c3-3 of the

Securities Exchange Act of 1934 in which all customer transactions are cleared on fully

disclosed basis through clearing broker/dealer Under these exemptive provisions the

Computation of Determination of the Reserve Requirements and Information Relating to the

Possession or Control Requirements are not required

SIPC Supplemental Report

The Company is exempt from the filing of the SIPC Supplemental Report as net operating

revenues are less than $500000

See accompanying independent auditors report
13



PHILLIP GEORGE PLLC
CERTIFIED PUBLIC ACCOUNTANT

INDEPENDENT AUDITORS REPORT ON INTERNAL CONTROL REQUIRED BY

SEC RULE 17a-5gl FOR BROKER-DEALER CLAIMING AN EXEMPTION
FROM SEC RULE 15c3-3

Board of Directors

Dillon-Gage Securities Incorporated

In planning and performing our audit of the financial statements of Dillon-Gage Securities

Incorporated the Company as of and for the year ended December 31 2012 in accordance with

auditing standards generally accepted in the United States of America we considered the

Companys internal control over financial reporting internal control as basis for designing our

auditing procedures for the purpose of expressing our opinion on the financial statements but not

for the purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal

control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we

have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of such

practices and procedures that we considered relevant to the objectives stated in Rule 7a-5g in

making the periodic computations of aggregate indebtedness or aggregate debits and net capital

under Rule 17a-3a1 and for determining compliance with the exemptive provisions of Rule

5c3 -3 Because the Company does not carry securities accounts for customers or perform

custodial functions relating to customer securities we did not review the practices and

procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs previously mentioned objectives Two of the objectives of internal control and

the practices and procedures are to provide management with reasonable but not absolute

assurance that assets for which the Company has responsibility are safeguarded against loss from

unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 17a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

14
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Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them

to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis signicant deficiency is

deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the companys financial

statements will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identif all deficiencies in internal control that might be

material weaknesses We did not identif any deficiencies in internal control and control

activities for safeguarding securities that we consider to be material weaknesses as defined

previously

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2012 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management

the SEC Financial Industry Regulatory Authority Inc and other regulatory agencies that rely on

Rule 7a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers and is not intended to be and should not be used by anyone other than these specified

parties

PHILLIP GEORGE PLLC

Celeste Texas

February 22 2013
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